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EXECUTIVE SUMMARY - PURPOSE OF THIS REPORT

The purpose of this report is to summarize and Implify the
presntetion of information contained in the Comprehendve
Annud FHnendd Repat (CAFR) of the Commonwedth of
Virginia The Commonwedth’ sfinandid Satements are prepared in
accordance with generdly accepted accounting prindples and are
independently audited by the Auditor of Public Accounts. Much of
the information in the audited finandd Satements is necessaily
technicd and complex. As a reault, the full finendd Satements
may not be particularly ussful to the ditizens of the Commonwesdlth
who wish to better undersand gate government finances

Over thelagt severd years date and locd governments have begun
issuing dmplified finandd reports  These are often refarred to as
popular reports  These reports are intended to better inform the
public about ther government's finandd condition, without
excessveddall or the use of technicd accounting terms

This report summarizes and explains the information contained in
the finanda daements for fiscd year 1998, dong with other
information on the Commonwedth's finances, in easly understood
tems This report regpresats the ongoing commitment  of
Commonwedth offidas to kegp Virginians informed about date
finances, and to be accountable in al respects for the recaipt and
expenditure of public funds
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Each year the CAFR includes a section describing the
Commonwealth’s economic outlook. For 1998, this
analysis was performed by the Center for Public Policy at
Virginia Commonwealth University.

Virginia, along with the nation, has experienced a
significant and sustained period of economic growth since
the 1990-91 recession. During FY 1998, Virginia
continued to outpace national growth rates in most
measures of economic activity. While Virginia s labor
market has remained tight, residents have received
benefits from increased job growth and higher real wages
and salaries. The 1998 fiscal year’s analysis finds the
Virginia economy surpassing national growth ratesin
personal income, total wages and salaries, total
nonagricultural employment, and retail sales.

Virginia nonagricultural wage and salary employment
grew by approximately 89,500 jobsin FY 1998, a2.8
percent increase compared with 2.7 percent for the nation.
The services sector grew by 57,100 jobs, accounting for 64
percent of Virginia s job growth. The majority of these
jaobs, 42,500, were added in high technology services
subsectors. These include business services (25,600),
health services (11,500) and engineering, architectural,
and management consulting services (5,400).

Theretail trade sector added 10,400 jobs and construction
workers accounted for an increase of another 7,000 jobs.
The growth in these two sectors reflects the strength of
Virginia s retail sales and housing markets.

The Commonwealth’ s unemployment rate for FY 1998 is
3.4 percent, down from 4.3 percent for FY 1997. With
Virginia's labor market remaining tight during FY 1998,
companies have been raising wages and salaries in order
to attract new workers. The year-to-year quarterly growth
rates (fourth quarter, FY 1998 has been estimated by the
Center) have been greater for wages and salaries than the
growth rates in nonagricultural employment in each of the
past twelve quarters (Figure 1). Virginia sresidents
continue to experience the twin benefits of increased job
growth and higher real wages and salaries.

Figure 1
Virginia Job and Real Wage and Salary
Year-to-Year Quarterly Growth Rates, Fiscal Year Quarters
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Total Virginiawages and salaries grew at 7.7 percent
compared with 7.3 percent growth for the United States.
This marks the second straight fiscal year that Virginia's
wages and salaries grew at a pace equal to or greater than
that of the nation.

Increases in income translated into increases in spending.
Virginiaretail sales grew by $2.7 billion to reach $58.4
billionin FY 1998. Thisincrease amountsto a4.9
percent growth rate for the Commonwealth while national
retail sales grew by 4.6 percent. Although this marks the
second straight fiscal year that Virginia has outpaced the
nation, retail sales growth has slowed from its 5.3 percent
pace in FY 1997.

Another indication of a strong Virginia economy isthe
growth of new and multifamily homes. Building permits
increased by 6.6 percent from 43,969 in FY 1997 to
46,875 in FY 1998, rebounding from a 3.8 percent
decrease in FY 1997.

Virginia s foreign exports surpassed $11 billion in
calendar year 1997, which ranks Virginia 17th among all
states. Exports account for about 5 percent of Virginia's
gross state product. Figure 2 shows the State’ s six largest
export markets ranked by dollar amount in calendar year
1997.
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Figure 2
Virginia's Largest Export Markets
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Sagging Asian markets have begun to slow export growth
in the United States. Also, cheaper Asian imports caused
by the stronger dollar have increased competition in
domestic markets. Given that approximately 20 percent
of Virginia's exports are to Japan and South Koreg, it is
likely that Virginiawill experience some of the impact of
the Asian crisis. However, the relatively small share of
gross state product that could be affected and the strength
of other sectorsin Virginia' s economic base should
temper such concerns.

o

This ssction contains Finandal Satement Information for the
Commonwedth of Virginia for the fiscd year ending June 30,
1998.

When Virginia 9ate government reports on its finances it does 0
on the bed's of afiscal year which garts on July 1 and ends the
following June 30. All information presented in this report is for
the fiscd year tha began on July 1, 1997, and ended on June 30,
1998. Thisisreferred to asfiscd year 1998, or FY 1998.

Virginids finandd informetion is prepared by the Department of
Accounts, an executive branch agency, under the direction of the
Governor and the Secretary of Finance The information is then
audited by the Auditor of Public Accounts who isen offidd of the
legidative branch of government. In this way, the audit processis
kept independent.  The financid information for FY 1998 wes
audited and recaived an unqudified auditor’ s opinion.

Virginia accounts for its revenues and expenditures within various
funds The lages fund supporting the operaion of dae
government is the Generd Fund, which acoounts for the mgority
of recaipts from income and sdestaxes. Another important fund is
the Commonwedth Trangportation Fund, which receives revenues
from gaesoline taxes, vehide regidration fees and a portion of sdes
taxes A third fund is the Higher Education Fund, which accounts
for finandd activity of Sate colleges and univarsties A fourth
large fund is the Pensgon Trugt Fund, which indudes the assts of
the gate employees pendon sysem. The Enterprise Fund indudes
two other attivitiesfamiliar to mogt Virginians the Sate lottery and
the sde of dcohdlic beverages

Virginia accounts for its revenues and expenditures under two
different methods of accounting.  The Virginia Condiitution and
laws passad by the Generd Assambly requiire that dl accounting be
onacashbads This meanstha revenue is recognized when cash
is recaived and expenditures are recognized when cash is paid out.
Cash beds acoounting isSmple and eesly verified. Therdfore, it is
the best way to demondrate thet Sate agendies are complying with
lawsthet govern spending.

The other method of accounting used in Virginia invalves the
gpplication of generally acoepted acoounting prindples, or GAAP.
GAAP is ddfined by nationd sandard setting bodies, and is the
method of accounting required when Virginia sdls bonds Only
finendid information prepared on a GAAP badis can be audited in
accordance with accepted practice and recdve an unqudified
opinion from the Auditor of Public Accounts

A balance shest summarizes the asts liabilities and equity of an
organizaion. Asof the end of FY 1998, Virginia had assdis (i.e,
cadh, invesments, property and amounts owed to the da€) on a
GAAP bads of $72.0 hillion. These assts were partidly offsst by
lighilities (i.e, amounts owed by the dae to others) of $222
billion, leaving date government with a total equity (the amount
left after ligilities are subtracted from assets) of $49.8 hillion.
Figure3 is a condensad baance sheet for the Commonwedlth as
of June 30, 1998.

A balance et for government is Smilar to one for a private sector
busness in some respects, but different in others One of the
principd differencesisthe item under the assts which islabded as
Amountsto be Provided for the Retirement of Long Term Delot. This
item represants the value of legdly enforcesble commitments of the
Commonwedth, and its various authorities, to provide funds for the
payment of long term deat, primarily tax-exempt bonds, when they
comedue

Although the totd equity of Virginiais subgantid and confirms the
ovad| finendd hedth of the Commonwedth, it is egudly
important to look a the finandd condition of some of theindividud
funds

Information is presented in thisreport on both the cash and GAAP
badss of accountino, depending on which is more informative.
Labds have been usad to note which bass of accounting is being
shown.

This Popular Report contains information from only sdected funds
and account aroups and does not indude al of the Sates
component units.  Component units are legally sparate entities
that are accountable to the Sate. Only the balance shest on page 4
indudes all of the Sate's funds, account aroups, and component
units.

The full finandal statements of the Commonwealth of Virainia,
tooether with other economic and demoaraphic information, are
published in Virdinia's Comprehensve Annual Financial Report,
or CAFR. Reguess for copies of the CAFR should be directed to
the address given on thelast page of thisreport.
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Balance Shegt (GAAP Basis)

Asof lne30, 1998
(Ddllarsin Millions) Figqure3
ASETS LIABILITIESand EQUITY:
Liabilities
Cashand Investments $ 48169 Acoourtsand Other Payables $ 9459
Acoounts Recdveble 9714 Bonds Payable 10,755
Duefrom Other Funds 183 Dueto Other Goverments 6l
Invertory 183 Dueto Other Funds 183
Proparty, Hlant and Equipment 9,766 Edimeted Tax Refunds Due 318
Amount Avalablefor Long- Tem Dett 21 Cepitd Lease Obligetions 2
Amount to be Provided for the Amount Duefor Eamed Leave 415
Retirement of Long- Tem Debt 3269 All Other Ligbilities 91
Cepitd Lesse Revaiveble 51 Totd Lighilities 2134
All Other Assets 35 Equity:
Higher BEducation Property and
Eouipment 4293
Other Stzte Proparty and Ecuipment 3764
Donated Assts %63
Fund Baances/Retained Eamings 40807
Totd Ecity 40827
Total Assts $ 71961 Total Liabilitiesand Equity $ 71961
Generd Fund - Cash Badis restored the baance to $476.3 million. FY 1997's srong result

Duing FY 1998, the Genard Fund received $9.2 hillion in
reources.  Figure 4 illudraes the various revenue Sources.
Individud income taxes accounted for 5% of Generd Fund
resources, while sdes taxes mede up 21%. These revenues plus
other direct revenues from outside sources toteled $8.8 hillion, or
96%. The remaning monies tataing $391 million came through
trandfers from other funds, induding dcohalic beverage sdes and
lottery profits

Revenues (nat induding transfers) increased by $677 million over
FY 1997. Individud income tax revenues, which grew by 14%
compared to lagt year, played the mgor rdlein thisgrowth.

Generd Fund disbursements (Figure 5) induding trandfers for FY
1998 totded $8.7 hillion. Expenditures totded $7.3 hillion and
trandfersto other fundswere $1.4 hillion. Education accounted for
4%, induding direct qate aid for primary and sscondary schodls
and Gened Fund trandes to support date colleges and
universties  Support for sodd sarvices Medicad, public hedth
and mentd hedlth consumed 23% of the Generd Fund.  Public
SHey dishursed 17%, while only 4% were used to support the
adminigration of genera governmentd operations.

Expenditures (not induding transfers) increasad by $432 million
over the prior year. Of the totdl increase, Education accounted for
3%, Public SAfety for 32%, and Individud and Family Savices
accounted for another 25%.

Generd Fund revenues exceaded expenditures and net trandfers by
$507 millionin FY 1998. In other words, the Generd Fund hed an
operaing profit for the year. The profit resited from increased tax
receipts coupled with expenditures that were less then budgeted.

Figure 6 shows the Generd Fund balance - cash besis - a theend
of each year dnce 1994. In FY 1994 Virginia was experiencing
continued improvement in economic conditions and the balance
dood a $518.7 million. A $168 million operating defidit in FY
1995, causd primarily by payments made to settle a lawauit filed
by federd retirees, reduced the Generd Fund balance & the end of
FY 1995 to $350.7 million. FY 1996's $125.6 million profit

boogted the baance to $937.2 million. FY 1998's continuing
strong economy brought the balance to $1,444.2 million.

The balances shown in Figure 6 ae made up of “committed”
funds, “available’ funds and the“rainy day” fund.

Bdances are “committed” if there are plans in place for their use
“Avaladle’ baances may be usad by the Governor and Generd
Asembly for new projects or prograns. At the end of FY 1993
there was an avalable baance of $33.0 million, compared to an
avalable bdance of $76.3 million a theend of FY 1997.

The "rainy day" fund is required by an amendment to the Sae
Condgtitution, which was gpproved by the voters on November 7,
1992. This fund, formaly named the Revenue Sahilization Fund,
is a resave of fund bdance which can only be usd if date
revenues dedine sharply from the previous year. Resarved funds
mug be gppropriated by the Generd Assambly when revenue
collections are srong compered to the average for the previous Sx
years

Thetotd amount resarved in FY 1998is$348.1 million. Itismede
up of $79.9 million from 1993 cdllections, $66.6 million from
1995 collections, $58.3 from 1996 collections, $123.8 million from
1997 cdllections and $19.5 million in interest. Collections for FY
1994 did not require a contribution.  An estimated contribution of
$194.1 million will be made basad on collectionsin FY 1998,

Figure4
Genera Fund Revenue Dallar
FY 1998, Cash Bads
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Genera Fund Disbursaments Dallar
FY 1998, Cash Bads
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Genera Fund Balance- Cash Basis
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compared to a balance of $491.8 million in FY 1997 (Figure 7).
Virginia fully adopted GAAP finandd reporting in FY 1983, ad
expaienced GAAP ddfidts from FY 1990 through FY 1992 asa
result of arecesson. The deficit in FY 1995 was primaily the
result of the federd retiree lawalit noted ealier.  GAAP ddfidits
may occur in Virginia without violaing the sate Conditution or
datutes which prohibit deficit spending. However, if a Generd
Fund GAAP deficit were to continue over time, agendes that rete
date debot could view thisasaproblem for ate finances.

GAAP acoounting requires that Virginia recognize severd future
lighilities which reduce fund balances to a greater degree than is
recognized on the cash badis of acoounting. Two of these lighilities
are paticulaly sgnificant (Figure 8). One is for edimeted tax
refunds due of $318.3 million, which is an edimate of the date
income taxes withhdd during FY 1993 that will evertudly be
refunded. The other item is an amount of esimated Medicaid
daims payable of $152.3 million which represents mediicd sarvices
rendered in prior yearstha will not be paid for until FY 1999.

Figure 8 comparesthe Generd Fund on acash and GAAP beds of
accounting.

Generd Fund Balance- GAAP Bass

(Ddllarsin Millions) Figure7

(Ddllarsin Millions) Figure 6
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When the Gengrd Fund was accounted for on a GAAP bags the
fund had a podtive bdance of $1,0114 million in FY 1998,
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Analyssof General Fund Balance

The Commonwedth Trangportation Fund pays for the condruction
and maintenance of date highways. Thefund dso providesmonies
for other modes of trangportation induding rall, bus aviation and
segports

The gze of this fund reflects the fact that Virginiais one of only a
few daes tha indudes essertidly dl roads within the dae
highway sysem. Virginiahasover 69,633 miles of dateroads.

The Commonwedth Trangportation Fund (Figure9) is dassfied
asagpedal revenue fund because revenues of the fund come from
various taxes and fees that are resrricted for use in the support of

trangportation programs

These revenue sources indude the tax on motor fud, vehide
regigration and titling fees, and driver licendng fees Alsp, Snce
1986, one hdf cent of the date's sdles tax is depogted into this
fund.

Cach BassversusGAAP Bass
For Fscd Y ears Ended June 30, 1998 and 1997
(Ddllarsin Millions) Figure8
FY 1998 FY 1997
Fund Balance, Cash Bads $1444.2 $ 937.2
ADD:
SHHesTaxes Recdvable 1889 169.6
Withhdding Taxes Recaivable 2113 1773
Other Recalvables 97.7 783
Inventory R1 307
Other Acorued Items 159 19
Totd to be Added 5459 457.8
LESS
Tax Refunds Payable 1241 758
Edimated Tax Refunds Due 3183 306.7
Medicaid Clams Payable 1523 1241
Fedeard Retiress Tax Ligbility 65.9 62.6
SHesTaxesDueto Locdities 1165 279
Other Acorued Items 201.6 306.1
Totd to be Subtracted 9787 903.2
Difference (432.8) (445.4)
Fund Balance, GAAP Bass $10114 $ 4918

Figure9
Commonweslth Trangportation Fund
Revenue Sources
FY 1998, Cash Basis
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During FY 1998, the Commonwedth Transportation Fund hed
receipts of $2.4 hillion and expenditures of $2.5 hillion. At theend
of FY 1998, the fund hed abdance of $773 million messured on a
cahbags OnaGAAPbass, the fund baance was $634 million.

Highway condruction projects often require sverd years to
complete. As of the end of FY 1998, the sate hed $1L5 hillion in
outsanding condruction contracts for various highway projects
Sate revenues contribute 76.9% of the funding for these projects,
with 15.0% coming from the federd government and about 8.1%
from bond procesds. Locd governments dso contribute to the cost
of highway condruction.

The Higher Education Fund accounts for transactions rdaed to
reources recaved and usd for the operation of the
Commonwedth's ingiitutions of higher education and one teaching
hogpitd. InFY 1998, Virginiacallegesand universties hed current
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revenues of $3.1 hillion, which was an 8.2% decresse from FY
1997. Revenues are daived from numerous sources induding
Sudent tuition and fees, contracts, grants, private gifts, and sdes
and savices through the hospitd and axiliary enterprises
Additiondly, colleges and universties recaved trandfers of $1.1
billion. The Generd Fund was the source of $1.0 hillion of these
tranders

Interms of totd resources for higher education in Virginia (Figure
10), the Generd Fund was the mgor contributor & $1.0 billion in
FY 1998, followed by sudent tuition and fees of $352 miillion,
federd grants and contrects of $766 million, sdes and sarvices
from hospitds and auxiliary enterprises ($497 million and $546
million, repectively), and private grants, gifts and contracts of
$222 million.

Figure 10
Higher Education Fund
Revenue Sour ces
FY 1998, GAAP Bass
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Totd current expenditures and other usss (Figure 11) totded $4.1
billion, adecrease of 3.1% from FY 1997. Spending for indruction
and ressach ($L1 hillion and $374 million, respectivdy)
accounted for 36.2% of higher education expendituresin FY 1998,
folowed by dudent sarvices and support of $816 million,
scholarships and fdlowships of $624 million, auxiliary enterprises
expensss of $506 million, teaching hospitd expenses of $493
million, and other expensss and trandfers of $190 million.

Figure11
Higher Education Fund
Expendituresand Uses
FY 1998, GAAP Bass
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Virginia.collegesand universitieshave atotd equity of $6.3 hillion,
induding $4.3 hillion in land, buildings and equipment. Colleges
and universties account for 54.1% of the totd property owned by
the Commornwedth. The vdue of cdlege and universty
endowmentstotaed $1.3 billion a theend of FY 1998.

. I .

The Commonwedth mantans a number of funds tha ae
manaoed for the benefit of various aroups and inditutions. The
largest of these is the pendon trust fund for state employess. This
fund ended FY 1998 with a totd equity of $31.7 hillion, and
accounts for 63.6% of the Commonwedth's totd equity hdd in dll
funds During FY 1998 the fund recaived $1.2 hillion in
contributions and earned $5.0 billion on invesment holdinas The
increese in net asats dter the paymeant of retirement benfits,
refunds and operating costswas $4.8 hillion (Ficure 12).

On November 5, 1996, Virginiavoters goproved an amendment to
the Condiitution of Virginia which provided tha funds of the
Virginia Retirement Sysem are trug funds hdd separate from
other gdatefunds Thisamendment ssfeguardsthe trugt fundsfrom
baing usad for any purpose other then paying bendfits to members
and bendfidaries  The amendment does not change the way the
Sygemisfunded or organized.
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Satement of Changesin Plan Net Assts
Penson Trug Fund - GAAP Bass
For the Fiscal Y ear Ended June 30, 1993

(Ddllarsin Thousands) Figure12
Additions
Contributions $ 1188617
Invesment Income:
Interet, Dividends and Other Investment
Income 4,923,260
Securities Lending Income 111,250
Totd Investment Income 5,034,510
LessInvesment Expensss 190,698
Net Invesmant Income 4843812
Other Revenue 132
Totd Additions 6,032,561
Deductions
Retirement Bendfits 997,056
Refundsto Fomer Membears 81,642
Retiree Hedlth Insurance Credits 17,372
Inurance Premiums and Claims 80,369
Adminigrative Expensss 17,394
Other Expansss 321
Totd Deductions 1194154
Net Incresse 4,838,407
Net Asts, July 1, 1997 (Redtated) 26911,124
Net Asts, June 30, 1998 $31,749,531

A spaady isued finandd report tha indudes finendd
daements and required supplementa  information is publidy
avalable Copies may be obtained by writing to the Virdginia
Retirement Sysem, P. O. Box 2500, Richmond, Virdinia 23218
2500.

Virtudly dl pendon sydems expaience some ggp between the
amount thet has been contributed and the amount that will be
required to honor dl promised benefits to both current and future
retirees  This ggp arises when bendfits are added to the plan, and
can aso be produced by differences between the assumptions thet
aremadein financing the trugt fund and actud experience

Employer and emplayee contributions are required by the Code of
Virginia. The State paysthe 5% of employees annud sAlariesthat
employess are reguired to contribute to the retirement system.

Employer contributions made for FY 1998 totded $146 million.
This weas less than the actuaidly determined Annual Required
Contribution of $221 million, but did mest statutory requirements.
The State has dected to dlow employer contributions to indlude an
annua amount thet would phase in the funding reguirements over
afiveyear period ending with FY 2002. When compared to other
plans dmilar to Virginids the funding ddidics indicate that
Virginids plans are adequatdy funded and finanddly sound. The
pendon obligation is induded in the cdaulations of future date
contribution rates o that aportion of this obligation is paid off each
yed.

Sael otery Fund - GAAPBaSs
The lottery fund (Figure 13) accounts for dl recdpts and

disursaments from the sde of lottery tickets for the severd
different kinds of games

Revenues Expensssand Changesin
Retained Earnings
Satel ottery - GAAP Bass
For the Fiscd Y ear Ended June 30, 1998

(Ddllarsin Thousands) Figure13
Operating Revenues
Chargesfor Sdesand Savices $ 914204
Totd Operaing Revenue 914204
Operating Expenses
Persond Sarvices 14,449
Contractud Sarvices 93921
Qppliesand Maeids 6,385
Deprecidion 4819
Lottery Prize Expense 493233
Totd Operaing Expenses 612,807
Operding Income 301,397
Nonoperating Revenues
Interest, Dividends and Rents 10,136
Other 810
Totd Nonoparating Revenues 10946
Income Before Trandfersand Changes 312,343
Opeaaing Tranders Out (10578)
Trandesto the Gengrd Fund (318,903)
Changein Acoounting Prindple 16,861
Net Income/(Loss) 2m)
Retained Earnings July 1, 1997 (Restated) 4,791
Retained Earnings June 30, 1998 $ 4514

During FY 1998, the Lattery hed revenues of $914 miillion and
expensss, induding lottery prize payments, of $613 miillion.
Income for the year, induding interest earnings, was $312 million.
During FY 1998 $319 million was trandferred to the Generd Fund
as required by law, and another $10 million was trandferred to the
Literary Fund.
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The "ABC" fund accounts for the recapts from the sde of
doohalic beverages In FY 1998, ABC prdfits of $21 million were
digributed to the Generd Fund to use for current operations
Ancther $11 million in ABC funds was trandferred to the Generd
Fund for doohal trestment and rehabiilitation programs. Totd ABC
operating income for FY 1998 was $31 million on $275 million in
totel sdes.

The Commonwedth is "sdf-insured” for workers compensation,
propaty damege generd (tort) liability, medicd mapractice ad
automohbile insurance coverage. At the end of FY 1998, the dIf-
ingurance program hed cash and other assets of $96 million, while
the esimated ligbility for dams payable was $170 million. The
program hed additiond lighilities of $23 million, which reslitedina
GAAP defidit balance of $97 million.

The sf-insurance program remains solvent because additiond
cagh is condantly being provided from premiums paid by date
agendes

t Adiminisrai

The totd outstanding debt on the books of the Commonwedth as
of the end of FY 1998 wes $11.7 hillion (Figure 14). Long term
bonds and notes represent 96% of dl debt, with the remaining 4%
condding of capitd leases, inddlment purchase contracts and
vaiousother payables

Sate Debt
Tax Supported and Non-Tax Supported
Asof June30, 1998

Dallarsin Thousands Figure 14

TAX SUPPORTED DEBT

General Obligation Bonds

Public FedilitiesBonds $ 441,265 38%

Parking FadlliiesBonds 12,280 01%
Transportation FadlitiesBonds 215822 18%
Bond Articipetion Notes 64,000 05%
Higher Education Bonds 406,560 35%
Totd Generd Obligation Bonds 1139927 9.7™%
Other Tax Supported Debt:
Transportaion 756,700 64%
Port Authority 108,085 0%
Public Building Authority 2,656 80%
Innovative Technology Authority 12,630 01%
College Building Authority 217,620 1%
Long Term Cepitd Lesse Payable 251,957 21%
Notes Payable 12,325 01%
Penson Lighility 135,465 12%
Biotechnology Ressarch Park 31,000 03%
Regiond Jal Condruction 65510 0.6%
Other Long Tem Obligations 35,201 0.3%
Totd Other Tax Supported Debt 2,569,149 219%

Tota Tax Supported Delot 3,709,076 3L6%
NON-TAX SUPPORTED DEBT
Higher Education 325,725 28%
Housing Development Authority 5,286,522 450%
Hampton Roads Sanitation Didtrict

Commisgon 191,012 16%
Public Schod Authority 1,655,579 14.1%
VirginiaResources Authority 362,814 31%
Other Long Tem Obligations 215,757 1.8%

Totd Non-Tax Supported Debxt 8037409 684%

Total Commonwealth Debt $11,746485  1000%

Debt on the books of the Commonwedth can be dassfied into
three categories generd obligation bonds of Virginia taxpayers
limited obligations which may usetax revenueto pay principa ad
interest (Other Tax Supported), and debt issued by Sate-cregted
authorities and indtitutions of higher educeation, which is nat an
obligation of Virginia taxpayers and does not use tax revenues
(Non-Tax Supported).

Asillugrated in Figure 14, atotd of $1.1 hillion, or 9.7% of dl
Oelt, isa generd obligation of Virginia taxpayers and supported by
a pledge of dl tax revenues and other monies of the
Commonwedth. This kind of pledge is d<0 refared to as "full
fath and credit” debt. Generd obligation delt isissued as provided
for in the State Condtitution.

The next category of debt, limited obligations which may use tax
revenue, does not cary the "full fath and cedt' of the
Commonwesdlth, but does use certain tax revenues, in whole or in
part, to pay principa and interest. Examples of other tax supported
debt indude bondsissued by the Virginia Port Authority to improve
Virginia ports, most highway congruction bonds, bonds issued to
condruct date office buildings hospitds and prisons and capitd
leeses and ingdlment purchase contracts entered into by date
agendies and inditutions of higher education. A totd of $26
billion of thistype of tax supported debt was outstanding & theend
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of FY 1998. This is 21.9% of dl ddxt on the books of the
Commonwedth.

Non-Tax Supported Delt mekes up 684% of dl deat in the
Commonwedth. The mgority of this dett is issued by various
authorities that are crested under date law to issue bondsto finance
vaious programs conddered to provide a bendfit to the public.
Totd debtinthiscategory a theend of FY 1998 was $3.0 billion.

The lagest of thee authorities is the Virginia Housng
Development Authority, which has $5.3 billion in debt outstanding
secured by various mortgages  Other issuers indude the Virginia
Public Schoal Autharity, Hampton Roads Saenitation Didrict
Commisson, and the Virginia Resources Authority. Colleges and
teaching hospitals aso issue bonds secured only by fees paid for
savices These bonds do not use date taxes to pay principa and
interest.

In each case, the det of these autharities is secured only by the
revenues of theissuing body. No tax revenues are usad to support
this debt and it is not consdered a legd obligation of the
Commonwedth. However, $2.2 billion of thetotd carriesa"mord
obligation” promise by the dae to condder funding ay
defidendies in debt service resarves from tax revenues  To déte,
such ddfidendies have not oocurred.

Figure 15 summaizes the outdanding det owed by the
Commonwedthin dl categories over fivefiscd years

Figure 15
Categoriesof Debt

(Hundreds of Millions of Dollars)
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The fdlowing sections discuss Other Finandal Information
which may be of interest to the reeder. Much of the information
was reported in the Sate Comptraller’s “Report on Staewide
Hnancid MenagmmandOommamfor theqmare*ded&ne

Although the Commonwedth uses a number of funds for finendd
reporting purposes, cash is concentrated in a few accounts under
the control of the Sate Treasurer.  These accounts support dl
payments of date funds while avaldble cash bdances are kept
adivey invesed in secure, short-term securities Of these
accounts, the general account of the State Treesury is the mogt
important because it indudes cagh from the grest mgarity of the
various dae funds These cash bdances are monitored dally to
enaure tha funds are avaladle to meet the obligations of the
Commonwedth, and to maximize invesment earnings on the
available cash bdlances,

Figure 16 shows the monthly cash belances of the generd acoount
for the lagt fivefiscd years  As shown in the figure, cash balances
have grown sgnificantly over thefive-year period.

The generd acoount had an average daily invesment balance of
$30 hillion during FY 1998. Earnings by the Tressury were
$1815 million. The Tressury messures its invetment results
monthly againgd comperdble invesment indices and is able to
condsently outperform them.
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Figure 16
Genera Acoount Cash Balanoces
By Month, FY 1994 - FY 1998

Acocounts Recsivahle

At the end of FY 1998 date government was owed $1.3 hillion
(Figure 18). These amounts owed to the date are dassfied as
acoounts recavable and are sUbject to a vaiety of cdlection
programs. As s true with private businesses, a certain proportion
of state aocounts receivable are not expected to be callected, and
these are dasdfied as "doubtful” or "uncallectible’ accounts. The
balance is consdered cdlledtible. Of the $1.3 hillion owed, $607
million was consdered collectible (Figure 17). Theseamountsare
owed to the state from avariety of different sources

Eight gate agendes had the mgority of dl accounts recaveble a
theend of FY 1998 (Figure 18).

Thelargest sources of uncollectible recavablesin Sate government
indude unpaid tax assessments fines and pendities levied by the
Sae's courts patient hillings for savices provided by mentd
hospitds and indigent care programs a the teeching hospitd,
unrecovered overpayments to Medicad providers, unpad hills
owed by busnessss for unemployment insurance and workers
compensation insurance, and unpaid child support payments

Figure17
Coallectible Recavablesby Type
Asaf June 30, 1998

Other
Medicaid 12%
3% Taxes

Transportation
4%

Interagency
Services
6%
Child Support
Mental Health %
Services
3%
Tuition and
Federal Fees
Sources Hospital 11%
12% Services

18%

Largest Accounts Recelvable Agencies
As of June 30, 1998
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Dollars In Thousands Figure 18
Allowance For
Uncollectible
Agency/Inditution Gross Accounts Colledtible
Department of Taxation $ 592,492 $ 479,356 $ 113136
of Sodd Savices 139510 69,745 69,765
UVA - Medicd Catter 114422 7876 106,546
Courtsof Jugtice Sydem 101,589 95,523 6,066
Virg riaErrﬂcerHt Commisson 50,881 10,813 40,068
Department of Education 42612 0 42612
quartment of Medicd Assstance
34,695 15,236 19459
Depatmatof Mentd Hedth, Metd Retardation
and Substance Abuse Savices 32,787 13,165 19622
Totd 1,108,988 691,714 417,274
All Other Agendes 205141 15723 180418
Grand Total $ 1314129 $ 707437 $ 606692
Accaunts Payahle Payment Sydems

Sae government places a dgnificant emphad's on ensuring thet
vendors doing business with date agendies are paid within the time
adfied in the purchese contract. Payment performance is
monitored monthly, and overdue payments entitte vendors to
oollett interest.  Agendies mud achieve a 95% compliance rete
with dl payment provisonsin order to be conddered in compliance
with the Virginia Prompt Payment Act.

Figure 19 shows that for FY 1998, the date made 96.7% of its
payments on time, and that 94.7% of the dallars owed were pad
out in compliance with prompt payment requirements  The date
paid out $34,146 in interes on late payments during FY 1998 on
tota vendor payments of $3.3 hillion.

Figure 19
Satewide Prompt Payment Statigtics
For FY 1998
Number of Late Payments 80,291
Totd Number of Payments 2,446,401
Late Dallars (Thousands) $175,123
Tota Dallars (Thousands) $3,328,901
Interest Paid $34,146
Percent of Paymentsin Compliance 9%6.7%
Peroat of Ddllarsin Compliance A%
Transadtion Vaumes

Virginids government finances require that ate accounting and
finandd reporting sysems process large numbers of transactions
into accounting records.  During FY 1998, 104 million
transactionswere recorded in the accounts

Error rates for updates to the accounting records during FY 1998
remained a low levds which were firg achieved in FY 1992,
This is a strong indication that agency accounting Steffs are well
trained and capable of carrying out their responghilities

Approximately 60,500 paymernts tatding $9.5 billion were made in
FY 1998 udng dectronic payment sysems  This heped to avoid
the issuance of goproximady 156000 checks  Eledronic
payments were made to 188 grantees, 311 vendors and 391
locdiies Also in FY 1998, goproximatdy $657.4 million in smal
purchases were made usng the amdl purchese charge cad
program. Thishdped to avoid ancther 262,000 checks

About 64.6% of dae payments are made dectronicaly. These
indude the paychecks of 81,308 employess who are paid through
direct depasit to their bank accounts However, the Sate il writes
gpproximatdy 8.0 million checks per year, induding 2.1 million tax
refunds 3.1 million sodd sarvice payments 1.4 million generd
warants, and 759,600 payrall checks.
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Personal Property Tax Relief

During FY 1998, the General Assembly passed the
Personal Property Tax Relief Act as proposed by Governor
Gilmore. This means that the Commonwesalth will
assume financial responsibility for a certain portion of the
personal property taxes collected by localities over afive-
year period beginning in 1998. There is no impact on
local revenues. The Commonwealth will fund localitiesin
an amount equal to the amount of tax relief.

Specificaly, the tax owed on the first $20,000 of the value
of any car, truck or motorcycle held for personal use will
be eliminated by 2002. For 1998, the Commonwealth will
reimburse taxpayers directly after they have paid their
personal property tax hills. Beginning in 1999, personal
property tax bills sent by localities will show the tax relief
as areduction in the amount owed on the personal
property tax bills.

The timetable shown below in Figur e 20 shows the
schedule for elimination of the personal property tax on
the first $20,000 of the value of qualifying vehicles.

Personal Property Tax Relief

Figure 20
Year Per centage of Tax Relief
1998 12.5%
1999 27.5%
2000 47.5%
2001 70.0%
2002 100.0%

Y ear 2000 Readiness

Many existing computer programs use only two digits to
identify a year in the date field. These programs were
designed without considering the upcoming change in the
century. If not corrected, these programs could fail or
create confusion by or at the year 2000.

The State recognized the need to ensure its critical
business operations will not be harmed or unduly
interrupted by Year 2000 software failures. The State has
been modifying its computer systems to address this
challenge, with particular emphasis on its “mission
critical” systems, which include various financial systems.

On December 31, 1996, the Governor established the
Century Date Change Initiative within the State to resolve
computer problems associated with the arrival of the Year
2000. In addition, a Century Date Change Task Force
was created. Each agency is primarily responsible for its
own information systems, however, the State Data
Administrator is given al the necessary powers to direct
the State’ s efforts to ensure that it is Y ear 2000 compliant.
State agencies have estimated that their total planned
spending to address the Year 2000 problem is $164.5
million. Total Year 2000 expenditures at June 30, 1998,
were $68.2 million.

i  Adh

The Government Finance Officers Assodiation of the United States
and Canada (GFOA) recognized the Commonwedth through its
Awad for Outdanding Achievemernt in Popular Annud Finandid
Reporting for the fiscd year ended June 30, 1997. This is a
predigious nationd award, recognizing conformance with the
highes gandards for preparation of date and locd government
popular reports.

In order to recaive an Award for Outdanding Achievement in
Popular Annud Fnandd Reporting, a government unit must
publish a Popular Annua Finandd Report whose contents conform
to program standards of credivity, presentation, resder gpped, and
undergandability. The award isvdid for aperiod of one year only.
It is expected tha the current report continues to conform to the
Popular Annual Finencid Reporting requirements.
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SHected Government Offidals- Executive Branch

Citizens of Virginia

Attorney General
Mark L. Earley

Governor
James S. Gilmore, Il

Lieutenant Governor
John H. Hager

Chief of Staff
M. Boyd Marcus, Jr.

Secretary of
Administration .
G. Bryan Slater

Secretary of
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Barry E. DuVal

Secretary of
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Wilbert Bryant

Secretary of
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Claude A. Allen

Secretary of
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Gary K. Aronhalt

Secretary of
Technology
Donald W. Upson

Secretary of
Natural Resources

John Paul Woodley, Jr.

Secretary of
Transportation
Shirley J. Ybarra

Secretary of
Finance —
Ronald L. Tillett

State Comptroller
William E. Landsidle, CPA
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Merritt L. Cogswell, CIA, CFE
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Susan F. Dewey, CPA

Director, Department of
Planning and Budget
Scott D. Pattison
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For additiond copies of thisreport,
or for copies of the Conmprenensve Annual Finandal Report, contact:

Hectronic Publishing Unit
Adminidrative Savices Divison
Virginia Department of Acoounts

101 N. 14th Srrest, 2nd Hoor
Richmond, Virginia23219-3684
Voice (804) 225-3051
E-mal: mrder@doadaevaus

Thisreport was prepared by daff of the
Virainia Department of Acoounts
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printed at a cogt of 26 cents per copy.
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